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Students’ Department
H. P. Baumann, Editor
AMERICAN INSTITUTE EXAMINATIONS
[Note.—The fact that these answers appear in The Journal of Account­
ancy should not cause the reader to assume that they are the official answers of 
the board of examiners. They represent merely the opinions of the editor of 
the Students' Department.}
Examination in Accounting Theory and Practice—Part II
May 16, 1930, 1 P. M. to 6 P. M.
The candidate must answer all the following questions:
No. 1 (25 points):







“ “ —N company........................
Inventories.............................................................
Fixed—less reserve for depreciation........................
Investment in N company.......................................
(Cost of 3,800 shares of preferred and 23,520 shares 












Preferred—6 per cent. cumulative, 10,000 shares of 
$100 each................






































Notes payable...................................................... $ 100,000





Serial gold notes.................................................... 400,000
Capital stock:
Preferred—4,000 shares, no par value; cumulative
dividends of $5 per share, per annum 300,000








Jan. 1 Balance............................................................ $345,250
Mar. 31 Preferred dividend, March quarter................ $ 15,000
June 30 Net income for the half year.......................... 120,000
Dividends—preferred, June quarter..............  15,000
“ —common, half year........................ 90,000
Sept. 30 Preferred dividend, September quarter.........  15,000
Oct. 15 Dividend received on N company preferred
stock for quarter ended September 30th. . . 4,750
Dec. 31 Net income for the half year.......................... 270,000
Dividends—preferred, December quarter.... 15,000




Jan. 1 Balance............................................................ $500,000
Company N
1929 
Jan. 1 Balance............................................................ $ 44,000
Mar. 31 Preferred dividend, March quarter................ $ 5,000
June 30 Net loss for the half year................................ 50,000
Preferred dividend, June quarter................... 5,000
Sept. 30 “ “ September quarter.......... 5,000
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Dec. 15 Increase in appraisal of fixed assets..............  $90,000
31 Net income for the half year.......................... 80,000
Dividends—preferred, December quarter.... $ 5,000




Jan. 1 Balance............................................................ $120,000
From the foregoing, you are required to prepare a consolidated balance-sheet, 
as at December 31, 1929.
Solution:
Since the holding company (M company) is carrying its investment in the 
capital stock of N company at cost, the dividends declared by the latter com­
pany as of December 31, 1929, should be credited to surplus account rather 
than to the investment account.
Adjustment 1
Dividends receivable....................................................... $ 28,270
Surplus—M company............................................. $ 28,270
To record the dividends receivable by M company on
its investment in N company (declared December
31, 1929)
Preferred—95% of $5,000.................. $ 4,750
Common—98% of $24,000................ 23,520
Total $28,270
The increase in appraisal of fixed assets credited to surplus account by N 
company should be set out in a separate account.
Adjustment 2
Surplus............................................................................ $ 90,000
Surplus arising from appraisal of fixed assets.......  $ 90,000
To transfer increase or appraisal of fixed assets to a 
separate account.
It is assumed that the $100,000 which M company shows as due from N 
company had been taken up by the latter company, and is included among the 
accounts payable. This inter-company account should be eliminated.
Elimination (a)
Accounts payable............................................................ $100,000
Accounts receivable—N company......................... $100,000
To eliminate the inter-company accounts.
Elimination (b)
Dividends payable.......................................................... $ 28,270
Dividends receivable............................................... $ 28,270





N company—preferred stock......................................... $285,000
Investment in N company...................................... $285,000
To eliminate 95% (3,800 shares of its issue of 4,000 
shares) of the book value of the preferred stock of 
N company.
Elimination (d)
N company—common stock.......................................... $392,000
Investment in N company...................................... $392,000
To eliminate 98% (23,520 shares of the issue of 24,000 
shares) of the stated value of the common stock of 
N company.
The surplus account of N company at the date of acquisition by M company 
(July 1, 1929), showed a deficit of $16,000, as follows:
1929
Jan. 1 Balance........................................................... $ 44,000
Mar. 31 Preferred dividend, March quarter.............. $ 5,000
June 30 Net loss for the half year.............................. 50,000
Preferred dividend, June quarter................... 5,000
Deficit............................................................ 16,000
Total........................................................... $ 60,000 $ 60,000
Elimination (e)
Investment in N company............................................. $ 15,680
N company—surplus.............................................. $ 15,680
To eliminate 98% of the deficit of N company at date 
of acquisition.
Although the increase in appraisal of fixed assets of N company was not 
entered until December 15, 1929, it seems reasonable to assume that these 
assets were understated at July 1, 1929, the date of acquisition.
The goodwill arising from consolidation is, therefore, reduced by the amount 
of the surplus arising from the appraisal.
Elimination (f)
Surplus arising from appraisal....................................... $ 88,200
Goodwill.................................................................. $ 88,200
To write off the holding company’s interest (98% of 
$90,000) in the increase on the appraisal of the fixed 
'assets of N company.
Company M, and Its Subsidiary, Company N 











































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































 1,800 $6,750,000 $1,520,000 $118,270 $118,270 $909,150 $909,150 $7,420,480
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Prepaid expenses....................................................... $ 25,000
Fixed assets—less reserves for depreciation............  4,300,000
Goodwill.................................................................... 1,300,480
$7,420,480
Liabilities and net worth
Current liabilities: 
Notes payable.................................................... $ 500,000
Accounts payable.................................................. 250,000
Dividends payable................................................ 105,730













10,000 shares of $100 each













No. 2 (10 points):
On January 1, 1915, the H J Corporation sold to a broker $300,000 (face 
value) of its 5 per cent. bonds at 92½ net, receiving cash therefor.
The bonds contained a clause permitting the H J Corporation to call bonds 
on December 31st of each year, beginning December 31, 1918, but not more 
than $40,000 (face value) of bonds could be called in any one year and pro­
vision was to be made for the payment of all remaining unredeemed bonds on 
December 31, 1929.
Bonds are called as follows:
December 31, 1918........................................... $25,000 (face value)
“ “ 1919........................................... 25,000 “
“ “ 1921........................................... 35,000 “
“ “ 1922 ........................................... 20,000 “
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December 31, 1925.......................................... $40,000 (face value)
“ “ 1926.......................................... 10,000 “
“ “ 1928.......................................... 40,000 “
Formulate an account for the discount on bonds, setting forth therein the 
credits at December 31st of each year for charges made to the income account 
of the corporation from 1915 to 1929.
Solution:
The bond discount expense to be amortized is:
Face value of bonds........................................................... $300,000
Cash received—(bonds sold at 92½)................................ 277,500
Bond discount.................................................................... $ 22,500
If none of the bonds were called during the fifteen-year period, this discount 
could be written off as an expense in 15 annual equal instalments of $1,375 each. 
However, the issuing company has the privilege to call and redeem on Decem­
ber 31st of each year, beginning December 31, 1918, up to $40,000, of the face 
value of these bonds. The company availed itself of this privilege in certain 
years.
It will be necessary, therefore, to:
(1) Compute the annual charge to bond discount expense which amount 
would be:
Bond discount ($22,500)
divided by life of bonds (15 years)Bonds outstanding (300,000)
or .005 of the bonds outstanding each year.
(2) Compute the unamortized bond discount applicable to the bonds called 
and redeemed each year, which amount should be charged to surplus. 
As the annual charge to bond discount expense is .005 of the bonds 
outstanding, the amount to be written off to surplus at the time any 
bonds are called and redeemed is:
.005 of the unexpired life times the face value of the bonds redeemed. 
Applying this formula to the $25,000 of bonds redeemed on December 31, 
1918, we have
.005 x 11 x $25,000 or $1,375.
The H J Corporation 






















Dec. 31, 1915 $300,000 $ 1,500 $ 1,500 21,000
“ 1916 300,000 1,500 1,500 19,500
" “ 1917 300,000 1,500 1,500 18,000
“ 1918 300,000 1,500 $ 1,375 2,875 15,125
" “ 1919 275,000 1,375 1,250 2,625 12,500
“ 1920 250,000 1,250 1,250 11,250
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Dec. 31, 1921 $250,000 $ 1,250 $1,400 $ 2,650 $8,600
"  " 1922 215,000 1,075 700 1,775 6,825
1923 195,000 975 975 5,850
“ " 1924 195,000 975 975 4,875"  " 1925 195,000 975 800 1,775 3,100
“ " 1926 155,000 775 150 925 2,175" " 1927 145,000 725 725 1,450
“ " 1928 145,000 725 200 925 525
" " 1929 105,000 525 525
Totals $16,625 $5,875 $22,500
No. 3 (30 points):
From the following trial balances of the Standard Products Company, Inc., 
prepare balance-sheet as at December 31, 1929, and income and profit-and- 
loss account for the year ended December 31, 1929, after setting up reserve for 
1929 federal income tax. Also prepare a statement of cash receipts and dis­


















Cost of merchandise (see note).......
Returns and allowances—sales........
Returns and allowances—purchases 







































$693,014.97 $693,014.97 $2,684,693.44 $2,684,693.44
The statements submitted should disclose all information available.
Note that no dividends were paid on common stock.
From increase in land and buildings account, less write-up reflected in surplus 
and $100,000 purchase-money mortgage, ascertain cash payment for new 
land and buildings.
Note that increase in inventories—$15,072.50—was credited to cost-of- 
merchandise account.
Solution:
A point that is likely to be overlooked in the solution of this problem is that 
of dividends on the 7% preferred stock. The problem states “that no dividends 
were paid on common stock”; hence it must be inferred that dividends were 
paid on the preferred stock of $100,000 par at the rate of 7%, or $7,000.00.
Standard Products Company, Inc.
Statement of cash receipts and disbursements for the year ended
 December 31, 1929Receipts:
Customers’ accounts (including cash sales) $1,420,059.50
Income on investments 5,000.00 $1,425,059.50
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Selling, general and administrative expenses 
Dividends paid on preferred stock...........
Interest paid...............................................
Life insurance............................................







Excess of disbursements over receipts............ $ 29,965.75
Standard Products Company, Inc.















Inventory, December 31, 1929
$ 1,236,319.10
110,096.70 1,126,222.40
Gross profit on sales....................................












Net profit for the year................................
Other charges:
Life insurance...........................................





Surplus net profits for the year (after 
providing for federal income taxes) . .. $ 7,869.67
On the assumption that the depreciation for the year as indicated by the 
invoice in the reserve-for-depreciation account was not based upon appraised
227
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values, and that the corporation is the beneficiary of the life insurance policies, 
the income tax payable was computed as follows:
Net profit for the year..................................................... $ 15,527.16
Less—statutory credit..................................................... 3,000.00
Taxable income................................................................ $ 12,527.16
11% thereof...................................................................... $ 1,377.99





Inventories................................................... 110,096.70 $ 394,754.50
Investments.....................................................
Life insurance policies (cash surrender value).
Land and buildings......................................... $635,000.00





Liabilities and net worth
Current liabilities: 
Vouchers payable (expenses)................... $ 15,940.50
Income tax payable..................................... 1,377.99
Accounts payable—trade............................ 201,783.97









Balance, January 1, 1929. $229,958.07
Net profits for the year 
(after provisions for 
federal income taxes). 7,869.67
Total......................... $237,827.74
Less—dividends paid on 
preferred stock......  7,000.00
Surplus arising from ap- ---------------
praisal.......................
$300,000.00
230,827.74
200,000.00 730,827.74
$1,049,930.20
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